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SEPTEMBER 5, 1978 



The Honorable Fountain 
Chairman Subcommittee on Inter- 
governmental Relations and Human Resources 
Committee on Government OperatiiOns 
House of Representatives 

Dear Mr. Chairman: 

Pursuant to your August 12, 1977, letter, an<J later 
discussions with your office, we reviewed Federal research 
grant etctivities at the University of Rochester. For the 
year ended June 30, 1977, the University received $38.6 mil^ 
lion in Federal grants and contracts. Of the total Federal 
funds, about $11 million was paid to three departments in 
the University's Medical School which we selected for review.^ 

0»r work included: (1) a review of the University's % 
'system for admin^istering and accounting for Federal grant 
funds; (2) an analysis of selected major grants awarded by 
the National Institutes of .Health of the Department of Health, 
Education, and Welfare (HEW) and the National Science Founda- 
tion to determine whether costs claimed were adequately docu- 
mented and related to the purposes of the grants; ( 3\) an 
evaluation of the adequacy of " audit activities by the Defense 
Contract Audit Agency; and (4) a review of HEW and Foundation 
practices-. for monitoring research grants and for coordinating 
with other Federal agencies. 

The tesirlts of our -review are summarized below and dis- 
cussed in -greater detail in enclosure I. As intructed by 
your office, we did not request official written cbtaments from 
HEW, the Foundation, the Defense Contract Audit Agency, or 
the University of Rochester, but did provide a draft of our 
report to them and have incorporated their Oral comments \ 
.where 'appropriate. 
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ONIVERSITY AD^tlNISTRATIOjJ OF FEDERAL GRANTS 

We found that the Univer fe.ity * s ^^ystem for administering^ 
and accounting for grant funds provides sufficient documen- 
tation and utilizes sufficient control procedures to enable 
the -University to comply with Federal regulations for the fi- 
nancial management pf ^grants* Gfenerally we fpund in our anal- 
ysis of selected Federal graTits that funds were being use^^ for 
the purposfe^s intended and that costs claimed for reimburseiftent 
were adequately documented* However r we did identify' certaiitv 
charges^ that were not in acco^rdance with HEW or Foundation 
policy. ' " . ^ 

The University charged 100- percent of a , principal inves- 
tigator's salary to fe^derally supported research and training 
grants although he was! performing some teaching and adminis- 
trative flections which should have been charged to University 
funds. The University cj.ted ' extenuating circumstances which - 
it said accounted for the error and txas agreed to adjust its 
records accordingly so that the University is- chat-ged for ^ 
nongr ant-related time. ^ 

Contrary to HEW policy, studen-fc stipends "were charged 
to National Institutes of Heal th-sponsore?3 research grants 
at one department included in our re^^iew. The University 
took the pcSsition that the charges were legitimate because' 
they w(5re for' services tei^ered by the students but an in- 
correct payment form was ^iised^' to process the charges,. How- - 
ever. Institutes of f icials^«;aid that HEW grants policy re- 
quires that student compensation for services rendered "on a . 
grant treated as^ salary and. that the student be classified 
as^an employee. Such payments are not otherwise^ allowed to ^ 
^i)e charged to research grants:- 



The University charged two equipment purchases to a 
Foundation research ^gfant. without obtaining that agency's 
prior approval, as requic^ed "^under the provisions of the grant. 
The University acknowledged that it was an ove^rsigh^t to have 
not obtained Foundation approval. However^, an official also 
said that this was a classic example of confusion caused by 
numerous and' conflicting Federal requirements governing grants 
and contracts. For example^ equipment purchases under an HEW 
grant do not requi^£ prior approval by th e Federal agency. 
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FEDERAL ADDIT ACTtVITIES 

. . The Defense Cbntract Audit Agency is the cognizant 
Federal audit agen'iy 'for the University of Rochester. Audit 
activity 'is conducted on a continuous <toasis through resident 
audit staff J , Our analy-sis of its audit reviews showed that 
the work performed by the Audit Agency was sufficiently 
thorough' to adequately an<3 logically develop the findings 
that were presented. 

.We hdye ^.iscussed the issues identified during our review 
with Addit- Agency off>icials who have agreed to include sudh 
matters in th^if audit, work during the coming year to assure 
that corrective measures have been taken by the University. 



FEDERAL MQNiTORING 



\ Federal agefncies monitor grants primarily through reports 
submitted to- the agencies by the granliee. Fiscal reports are 
required to be .submitted annually on National Institutes of 
Health, grants- and at the end of the project period on Founda- 
tion grah^s^ Foundatioh and Institutes officials said that 
sudh reports are the principal means for monitoring fiscal 

. activity and determining whether grame expenditures are in 
accordance with the grant awards made by the agencies. The 
only others fiscal review would/-be performed by the cognizant- 
Federal audit agency; Institutes officials expressed concern 
over recent charjges in fiscal Reporting requirements estab- 

' lished by Office of Management 4nd Budget Circular A-110 
whichr calls for . eliminating the fiscal reports which the 

_,Itti'titutes has been requdring grantees to submit; They said 
this change will eliminate -any "fiscal control of research 
grants by^ grants managenient" of f icers . 

One^ of the ^f)rincipal inyestigato.rs included itfi our* re- 
vi€*w: hatf received several grants from both, the Foundation 
* and. the Institutes whdch appeared to* involve related research 
. acti-v,vties . We -determined -that .the projects had been co- ■ . 
'o;cdinatted and that*grant officials at both agencies, were each 
aware of the close relationship ^f the grants awarded, 

• * ■ • • ^ , 

• - We- have informed the. Foundation and the' Insti,tutes of 
the quj^stionable charges identified, during our review and 
'both' agencies have as^ur^d us that f ollovu^'has been or will 
be taken' on. these matter^ to determine appropriate action. 
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. As agreed with your office, further distribution of this 
report will be made upon your notification but not later than 
30 days from the issUe date. 

•;We trust that this cepoit is responsive to your -/Cheques t 

Sijacerei^ yours 




\ to your yiiequest . 

•A (f^ 



Comptroller General 
of the United States 



Enclosure 



ENCLOSURE I ENC^iOSURE I 



RESEARCH GRANT ACTIVITIES AT r 

THE UNIVERSITY OF ROCHESTER 

Our review at the University of Rochester focused on 
federally supported research at its Medical School. For its 
fiscal yeai^ ended June 30 , 1977 , the' University received 
$18.6 million in Federal grants and contracts of which $23 
million was for research at^the Medical .School . Approximately 
$19.4 million was sponsored by the Department of Healthy Educa 
tion, and Welfare (HEW), $307,000 by the National Science 
Foundatibn (NSF), and the balance by other Federal agencies. 

ADMINISTRATION AND ACCOUNTABILITY 

All federally sponsored grants and contracts received 
by the University of Rochester are administered and controlled 
by the Office of ^Research and Project Administration ^ (ORPA) . 
With the exception of a Department of Ener'gy (DOE) contract; 
to operate*, the Radiation Biology and Biophysics Department 
and a Navy contract to operate the Center for Naval Analyses 
in Arlington, Virginia^ the' fiscal responsibility for all 
contracts and grants is monitored and cpntrolled by Research 
Accounting. The requirements by the sponsors to maintain 
^separate accounting' and reporting for these two special pro- 
jects result in a limited responsibility for Research Account- 
. ing* 

ORPA 

z ' ' . ' 

ORPA is responsible for managing grant- processing from 
the original proposal through the award of a grant by a Fed- 
eral agency. After award, ORPA is responsible for approv- 
' ing all. grant expenditures for services. and equipment of 
over $lrGOO, consulting agreements, grant extensions, foreign 
travel, and equipment transfers when a principal investigator 
wishes to continue his research ar another institution. • In 
addition, ORPA is responsible for making sure that each 
principal investigator submits an anntial technical report to 
the grantor which summarizes the accomplishments under the . 
gran't during th? project year. 

Research Accounting 

Research Accounting is responsible for maintaining an 
accounting system for- Federal grants and contracts; develop- 
ing staff-benefit and indirect-cost rates; and accounting 
for Government-furnished equipment. After a grant has been 
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awarded to the Universityr ORPA sends a- notice of the award 
to Research Accounting and to the principal investigator of 
the grant. 

Research Accounting sends monthly reports of expenditures 
to the appropriate person or department responsible for the 
grant. This report provides the principal investigator de- 
tails of monthly expenditures and shows the cumulative total 
of expenditures from the inception of the project. Only ex- 
penditures approved by the principal investigator and made 
in accordance with the purposes of the award should be charged 
to the grant. 

Accountability r epor ts - 

Both HEW and NSF require the University to submit for 
each grant a quarterly repor t- account ing for Federal funds 
received and showing the total expenditures during the pre- 
vious quarter. This report, however, does not include any 
breakdown of expenditures by budget category. 

HEW also requires a fiscal report of grant activity at 
the end of each grant budget year. The report- is prepared 
by Research Accounting and verified by the principal investi- 
gator. It includes 'total expenditures by budget category, 
expenditures previously reported, total expenditures, total 
amount awarded, unexpended balance, and cost-sharing informa- 



^ Prior to October 1977 NSF required a similar fiscal 
Report but only upon completion of the grant period. For . 
example, if the grant was for 4 years, the report wlis pre- 
pared at the end of 4 years and covered the entire period. 
As of October 1977 NSF eliminated this fiscal reporting 
requirement and now requires only the- submission of the 
quarterly report previously discussed. This action was 
taken to comply with Office of Management and Budget Circular 
A-110 which establishes uniform reporting requirements for 
all Federal agencies. These requirements, however, provide, 
for the reporting of total expenditures only, with no break- 
down by cost categories. HEW is in the process of implement- 
ing this circular. (See p. 12.) 

Cost overruns ^ 

The Research Accounting system does not allow cost over- 
runs to be charged to a grant. As charges are made, the grant 
budget is automatically reduced until it is completely ex- 
pended. Charges made after this point are identified by the 
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system as cash shortages^ When an overrun is identified^' 
Research Accounting sends a deficit notice to the principal 
investigator and to his department chairman* The purpose 
of the notice is to determine which funds can be used for the 
overrun. Funds can come from other non-Federal grants or 
from other University sources* A principal investigator is 
not permitted to transfer the overrun to another federally 
sponsored grant* 

Pre-audit function 

In addition to other duties^ Research Accounting pre- 
audits all purchase orders, cost transfers, stipend payments, 
and payroll forms that pertain to Federal grants and contracts 

In the area of purchase orders, the Research Accounting 
s taf f checks to make sure that equipment and suppl ies are 
properly classified. Jor example, items costing S300 or more 
with a useful life of more than 1 year are classified as 
equipment and excluded from the indirect cost allocation base. 

According to Federal regulations, costs of scholarships, 
fellowships, and other forms of student aid apply only to 
instruction and, therefore, are not allocable to research 
grants, either as direct or indirect costs. Research Account- 
ing checks all payroll forms to verify that each individual 
charged to a federally sponsored research grant is a bonaf ide 
employee and not a student receiving financial aid. 

Regarding cost transfers. Research Accounting pre-audits 
all journal vouchers in order to verify that the transfers 
.are appropriate and are made within the* required time period, 
4 months after the cost was incurred. Trans-fers found to be 
inappropriate are disallowed and the expenditure will either 
have to be absorbed by the grant to which it was originally 
charged, or by the University. 

Radiation Biology and Biophysics (RB&B ) 

The RB&B Department is funded by a contract with DOE 
and maintains an accounting system separate from the rest 
of the University, reporting to the regional office of DOE 
in Chicago* Although this Department operates as a contractior 
to DOE, it is allowed by DOE to accept grants from other 
agencies for specific research projects in related areas. 
Charges that are incurred on these projects are first char:9r 
to the DOE contract and theji reallocated via a journal vouc..- 
to the sponsoring agency's account. After rea^lo^cation , such 
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charges enter the research accounting system that was pre- 
viously discussed. 

TESTS OF CHARGES TO NINE RESEARCH GRANTS 

Of particular concern to the Subcommittee is whether 
the University adequately documents costs claimed for reim- 
bursement and whether grant funds are being used solely for 
grant purposes, in order to determine if any deficiencies 
in these areas existed at the University of Rochester, we 
tested the charges made to nine research grants sponsored 
by HEW's National Institutes of Health (NIH) and by NSF at 
three of the five academic departments of the Medical School 
which had received the most Federal grant and contract funds 
during the year ended June 30, 1977. The three departments 
we selected (Medicine; Pharmacology; and Radiation Biology 
and Biophysics) accounted for about $11 million, or 48 per- 
cent, of the $23 million in Federal funds received by the 
Medical School. In addition, we interviewed the respective 
principal investigators and department chairmen regarding ac- 
tivities on these projects. 

Direct personnel charges 

We reviewed all salary charges for the principal investi- 
gators and other selected personnel for each of the nine 
grants. Our review included payroll authorization forms, 
grant budgets, monthly time and effort reports, and Federal 
tax deduction records. Payroll authorization forms show for 
each employee the total yearly salary and percentage of effort 
applicable to each grant or other activity. Time and effort 
reports show actual salary distributions based on the payroll 
authorization forms and are sent to the Department Chairman for 
certification. 

No discrepancies were found in the Department of Pharma- 
cology. All monthly time and effort reports were certified 
by the Department Chairman and" there were no significant 
changes frompayroll authorization forms in the percentages 
of effort reported. Total percentages for each employee did 
not exceed 100 percent and according to the Department Chaix- 
man, those employees in our sample who were charging 100 per- 
cent of their time to Federal grants were hired for that pur- 
pose and therefore had no academic and administrative functions. 

In the Department of Medicine, we found through discus- 
sion with the Acting Department Chairman, that one individual 
was performing academic and administrative duties while charg- 
ing 100 percent of his time to Federal grants for a major 
portipn of fiscal year 1977. The Acting Chairman indicated 
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that approximately 14 percent of this investigator's time 
was apportioned to nongrant activities. We discussed this 
issue with th^^nvest igator in question and he agreed that 
during fiscal year 1977^ his entire salary was charged to 
Federal grants although he had other duties. Notwithstanding, 
he indicated thati there were extenuating circumstances. In 
the fall of 1976r the University's head of the Hematology Unit 
died suddenly and this investigator had to take over all of. 
his responsibilities. He indicated that it was an oversight 
that he did not charge some of his time to the University. 

The Acting Chairman of the Department of Medicine assured 
us that this investigator's payroll records will be adjusted 
retroactively so that the University is charged for his non- 
grant-related time. We provided information on this matter 
to NIH officials who have informed us that action will be 
taken to assure that necessary adjustments are made. ^ 

In the RB&B Department, we found that seven employees 
were receiving stipends totaling approximately $63,000 from 
the NIH grants we reviewed. Payment authorizations for 
these individuals were processed'^on student aid forms instead 
of employment forms. Consequently , Federal tax withholding 
records showed that no payroll or social security taxes were 
withheld during fiscal year 1977. Stipends are payments to 
fellows and trainees for living expenses. These payments are 
allowable only from fellowship or training grants. They are 
not allowed to be charged to other grants. This does not pre- 
clude salary payments ^ot stipends) to students for actual 
work on projects, which may also provide on-the-job training 
toward a degreer prov;Lded the intent of the employer-employee 
relationship is directly related to services rendered. , 

The business manager of the RB&B Department stated 
that although these payments were stipends, they should be 
charg-ed to Federal grants because they were for services 
rendered to the grants by the employees* The Associate 
Controller in charge of Research Accounting told us that 
since the RB&B Department accounting system is separate 
from the Research Accounting system, he does not .pre-aud i^ 
RBiB's payroll forms. He stated that he would not. have 
permitted these se^en employees ' stipends to be charged 
to a research grant as stipends. The Department would have 
had to generate regular employee payroll forms for these 
individuals in order to charge the grants when services 
are rendered. 

We discussed this issue with the Chairman of the RB&B 
Department. He indicated that as of January 1, 1978, all 
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post-doctoral students renderinq a service to-a federally 
sponsored research project were placed on regular employee 
status. Pre-doctoral students working on research projects 
•continue to be carried on stipends. It is the Chairman's 
contention that students working toward a degree may receive 
stipends for services performed on a grant. This position 
is not m agreement with NIH policy on student stipends which 
states that stipends may not be paid from research grant 
funds and makes no distinction between pre* and post-doctoral 
students. Also^ NIH has sent a letter to the University rei- 
terating Its position that such charc-^^ are unallowable. 

Travel expenses 

Eight of the nine grants reviewed had travel charges 
in fiscal year 1977. For each grants we reviewed the month 
having the most travel charges. The review included an ex- 
amination of the payment records and the travel provisions 
of -the grant budget. We found that the travel was budgeted 
in all cases and the purpose of the travel was grant related. 

Consultant ser vices 

Only two grants in our sample showed expenditures for 
consultants: one grant in the Pharmacology Department and 
one in RB&B. These services were (1) authorized in both 
grant^ budgets and (2) fully documented in the University's ' 
accounting records. The canceled remittance checks; were made 
out to the consultants. 

Supplies expenditures 

We determined whether items included as direct-supply 
charges should instead have been charged as equipment ari 
thereby excluded from the ^UniversyLty *s indirect-cost alloca- 
tion base. (Indirect cost charges are based on a percentage 
of toJtal direct costs excluding eouipment.> We also determined 
wh^<Ver supply charges were directly related to tne sp-ecific 
grant or were general-purpose supplies which should rather 
have been included in the indirect cost. base. In ad^iition, 
we reviewed each charge for documentary backup, payirent, ap- 
proval, authorization for purchase, aad inclusion in the 
grant budget. A total of'nine charges for supplies were re^ 
viewed and no discrepancies were identified. 

Equipment expenditures 

We selected 1 month showing the largest equipment purchases 
for fiscal year 1977. Only six of our sampled grants had 
equipment charged during that period. We examined the payinent 
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records, the pufchaaing unit records, and the qrant budq«>ta 
for compliance with sponaoclnq aqency cegulationa, and 
University regulations. 

In the Departments of Pharmacology and Medicine, ac- 
cording to the University's Director of Materials and Opera- 
tions, the equipment was not available prior to purchase in 
these departments or other departments of the University. 
We verified that the equipment was budgeted in the grant 
award or approved subsequent to award, was backed up by the 
necessary accounting documentation, and actually existed at 
the research site. 

However, in the RB4B Department, we found that equipment 
charges made to one NSF grant were not completely in compliance 
with the agency's requirement that equipment not approved in 
the grant award may not be purchased without prior approval 
from the sponsor. While prior agency approval was ceques-ted 
for some equipment, two items — an ul t r acen tr i f uge costing 
$16,370 and an ultrasonic disintegrator costing $1,950 — had 
received only internal approval by ORPA. 

We asked an NSF official whether approval was requested 
for the ultracentr ifuge. He said that it was not,, and if it 
had been he would not have recommended approval because 
the grant'period was ending when the purchase was made- 

When we questioned the principal investigator, he ex- 
plained that this NSF grant was part of the Research Applied 
to National Needs Program and that it was the policy of NSF 
under this pirogram to support research for only a limited 
period of time. HEW agreed to bear the costs of the oroject 
at the point where the NSF grant terminated. Although the 
centrifuge was purchased at the end of the NSF grant, this 
investigator felt that his research was continuing under 
HEW sponsorship; therefore, he believed the purchase was 
project related. He indicated that it was an oversight 
not to request approval from NSF for the equipment. 

The Associate Controller told us that this was a 
classic example of a university being confused by the 
numerous and conflicting regulations governing Federal 
grants and contracts. If the purchases had been charged to 
an HEW grant, interna^ approval would have been sufficient; 
but, because 'the grant was sponsored by NSF, the purchases' 
required prior approval from the sponsor. However, despite 
the confusion over agency requirements, the fact that equip- 
ment was internally approved for purchase at the end of the 
project period indicates that the University's prior approval 
system may not be functioning effectively. 
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NSP has written to the University stating that such! 
charges will be disallowed unless additional justification 
satisfactory to NSF can be provided* 'S^ 

Other expenses - 

Other 'experbses include those not previously discussed 
that are legitimate direct charges to research^ grants and con- 
tractSf such as data processing and. reproductibn costs. ' . 

h total of eight payments from eight grants was selected 
for detailed review.' We attempted to determine - whether items 
directly charged to each grant should have 4De*e*5i:ancluded in 
indirect costs. We fo^nd no discrepancies in the documentary 
backupr budget author iSations , aft3 compliance with direct 
and indirect cost guidelines f'or^-^each of the eight payments. 

Cost transfers 5, * . 

Prom 5 grants, we selected a sample, of 10 cost transfers 
which we perceived to be substantial or to warrant additional 
inquiry based on the monthly reports 6-f: expenditures An 
unallowable transfer is one made (1) Vithout adequate documen- 
tation or reason for 'the transfer; (2) to use available 
funds remaining at the end of the grant period; (3) to avoid 
an overrun; ^and (4) for convenience. Costs in one b^udget year 
may be transferred to a subsequent budget year within the 
same project period, bu^t may not be charged to any preceding 
budget year or to ^ny budget year in another project period. 
In addition, the University has established a strict 90-day 
deadline (1 month earlier than" Federal requirements) for 
initiating transfers and any transfer initiated after this 
time period is not to be ^permitted. 

The sample of 10 reallocations met the criteria of 
adequate documentation, funding, project period, and allowable 
time. No discrepancies were noted. ' 

DEFENSE CONTRACT AUDIT AGENCY 

(DCAA) AUDIT COVERAGE - . ^ • 

DCAA maintains a resident audit staff at the^ University 
of Rochester. A DCAA official told us that the principal 
criteria in the decision to establish a resident staff are the 
continuing nature of the| audit workload and the complexity 
and volume of Federal grants and contracts. DCAA classified^ 
the University of Rochester as a ma^or audit on the basis 
that it exceeded an annual dollar volume of $30 million.. 
For fiscal year 1977, the University received $38.6 million 
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■from the, Federal Government. According, ^ the PCAA official, 
1.5 staff years orC audit effort was reqii'ir^^to adequately 
cover that volume of Federal support. ^ / 

Audits by DCAA of organizations performing substantial 
Government business are-,performed on a comprehensive basis 
as contrasted with a contract by contract approach. The 
auditor evaluates the organization's policies and procedures 
and excimines selected transactions to the extent necessary 
to enable him to reach an opinion regarding the accuracy 
and reliability, of the organization's records and cost re- 
presentations. • " 

At the beginning of each fiscal year, the DCAA auditors 
in residence at the pnj.versity establish an audit plan for 
the year. The plan consists of usually from 40 to 50 individ 
ual audits. The typ.es of audits decided upon depend on the 
frequency of coverage needed in particular areas and the prob 
lems ^identified in previous audits. Usually audits involving 
direct charges, cost transfers, and labor verification are 
performed on an annual basis,, while departmental administra- 
tion may be on a biannual basis. 

The following are some of the more significant examples 
of the types of audits that are undertaken. 

Financial statements — used to. determine the accuracy^ of 
information used in preparation of overhead statements. 

Cost transfers — used to assure that transfers in the 
nature of correcting accounting entries are properly 
documented and are made within a reasonable period of 
time. 

• ^ 
Grant and contract administration — used to determine • 
^ whether the University has instituted , proper controls 
to assure that' all, .financial reporting ^nd other 
specific requirements of the grants and contracts 
are being followed. 

' Material costs and requfirements — used to determine 
whether- material charges to grants an(^ contracts 
are ade<fuately documented 7and whether the material 

^ charged is actually required by tra^fing the requirement 
to the department and .grant budgets ' * 

Direct and indirect .Iabor --used to evaluate ttie. applica- 
bility of labor charges to. cori tracts, ah'd gr^ant^^. and to 
determine that the labor costs are reiasonaiblev* allocableV 
and in accordance with the ^terms of the grants charged. 
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Overhead — used to review cosis used in establishing 
'l predetermined overhead rates for the University. ' 

Audit reporl:s " » ■ 

The DCAa Rochester Branch Manager told us that a. repor^t^ 
is generated from each audit and the results are .discussed "K. 
with University officials. The reports are f iled" witK ^sl^xpr • 
porting documentation and ^documentary evidence of corrective 
action taken by the University. E&ch audit repojct; iricludes 
purpose, scope, results, conclusions, and recommendations 
for corrective action. The repor.ts 'are summarized an^a cir- 
culated at the end of the fiscal yeaf to the various Federal 
agencies "sppnsoring grants. .The summaries are statements of 
fapt witti little -detail . Details are provided only -when 
a problem is identified; otherwise, individual- audit reports 
are provided to sponsors only upon specific request. 

DCAA findings 

The Subcommittee expressed, interest in the benefits • ^ 
gained by the continuous au^it,, coverage provided by resident 
audit staf^ at Rochester. During fiscal' year 1977, an audit 
of the indirect cost proposal., resultefd in a $123 ,000 , reduc-- 
tion iof the "costs proposed f or inclus\on^ in the indirect cost 
base. DCAA also identified $40, 000 iri cast avoidance areas.* 
As discussed below, however, these, amounts do not represent, 
direct savings to. the Federal Government. In addi-tion, an 
audit of direct cost of the DOE laser contract resulted in 
$320,000 of cost questioned pending DOE approval of a sub- 
contract and the dir-ect charging of purchasing personnel. 
These direct costs were subsequently approved by DOE. Dur- > 
ing the same per:iod it cost the Federal Government .$46,000 
•to keep auditors in residence at the Dniversity. 

/ > \ * ' 

. V ^ ■ 

According tft a DCAA official, problems requiring 
signif iant disallowances are not usually found because 
of DCAA's continuous audit coverage- If a problem is found, 
it is usually correc^ted long before the dollars involved 
become significant. Any reduction made in the University's 
indirect cost proposal will result in a lower 'indirect cost 
rate to be applied to Federal grants. The rate is based 
on the ratio of the University indirect costs to its 
direct costs. The Federal Government would benefit from 
such reduction only .to the extent of its share of the ' ^ 
University's total indirect cost. 
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^ -In recent years , DCAA has identified through operational 
audits * various ways the University can avoid costs which could 
have an inipact on costs, applied , to. Federai grants . By examin- 
ing organizational structures, plans, -policies, feejthods of 
operation, and use of hlimah, physical, and financial re- 
sources, DCAA is able 'to comment on the .effect iveness , effi- * 
ci^fcy, and economy pf University operations. 

In prior fiscal years, DCAA has made disclosures similar 
in nature to those identified above. In fiscal year 1976,, 
DCAA questioned approximg^tely $371,000 in the indirect cost 
proposal; the proposal- was reduced by $88,000 after negotia- 
tion. This amount was also considered in establishing the 
projected rate for a future year". In fiscal year 1976, DCAA 
ariso identified, $299,000 in cost avoidance areas. In fiscal 
year 1975 DCAA questioned $200,000 of indirect costs for fis- 
cal year 19-74 — the indirect cost proposaj, was reduced by $180,000 
after negotiation. In fiscal year 1975, DCAA' also questioned 
$391,000 of indirect costs for fiscal year 1975 — the indirect 
cost pro^posal' was reduced by $88,000 after negotiations. DCA^ 
also identified $623,000 in cost avoidance areas. While these 
figures appear to be substantial, it was not possible to deter- 
. mine how much in dollars was actually saved by the Federal 
Government because of DCAA's audit efforts. 

. Aha lysis o f DCAA audits 

We 'reviewed eight DCAA audit packages prepared during 
fiscal years 1975 , 1976, and 1977. In each of the audits 
we f ound'^'^hat ' the work performed by DCAA was thorough enough' 
to- adequately and logically develop the findings that were 
presented. In <^ddition, the scope of the audits usually 
^ included followup on. recommendations made in previous * reports . 

Rotation of auditors 

> * The Subcommittee requested information on whether DCAA 
^had an established rotation policy to assure independence 
of its resident audit staff. The Rochester Branch Manager 
of DCAA tolci us that the DCAA personnel manual encourages 
staff rotation for personal development. However,, his of- 
fice has no preestablished plan for rotating auditors but 
tries to rotate them every 2 years, if possible. One of 
the auditors in residence at the time of our review has since 
been rotated. 
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FEDERAL MONITORING ACTIVITIES t . . 

According to NIH >;id NSP grants management ^*officials , 
grantis are monitored primarily through reviews of reports 
submitted to the agencies by the grantee. (See p. 2.) Grants^ 
officers compare these expenditure reports with amounts ^ 
budgeted in grant awards to determine significant deviations 
from budgeted amounts and if cost limitations have been ex- 
ceeded.' The only other fiscal review is per^rmed by Federal 
auditors. 

The day-to-day administration of grants is normally con- 
ducted by the grantee., institution • The Federal' grants of- \ 
ficer's function is primarily to respond to inquiries made 
by tKe grantee concerning matter s \elating to his grant, and 
to rev^iew and approve expenditures when prior authorization 
is required by agency policy. Other communication usually 
results from inquiries made by the grants of ficer requesting', 
explanation for questioned expenses. Site visits- are not • 
made^ by grants officers on a routine basis. Grants officers 
would usually make s^Aie visits only when a problem is en- 
countered on a grant that ^ the grants management officer be- 
lieves may requite a personal visit with the grantee. Ques- 
tions about grants are usually resolved by telephone or 
by letter. / 

, ^ ■, . ' " ^ • ' 

Both NIH and NSF officials said that if reported expend- 
itures are in accordance with the budget awarded, they have 
little basis for questioning them. With cejrtain exceptions , ^ 
both agencies allow the grantee to reall'ocate funds between - 
expense categories. _ The principal exceptions are foreign 
travel and general-purpose equipment. In addition, NSF re- 
quires agency prior approval for special-purpose equipment 
reallocations. Othjer items are questioned only if there is 
a material deviation from the budget. Grant officials said 
they have -no other basis for determining if grant funds have 
been spent for the intended purpose. They must rely on 
HEW's audit agency and DCAA to make such determinations. 

We reviewed fiscal reports submitted -to NIH and NSF for 
ttf^grants we examined "at Rochester to determine the extent 
to wl^ich variations between fiscal reports and grant awards 
were [questioned by -:th^ granting agency. We could not review 
one NSF grant because it had not terminated at the time of 
our /review and only a final fiscal repor t was required by 
NSF.( ' . , _ ^ • 

V • . .. ■ , 

= ■ 
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For each of'the eight grants reviewed, we found that 
^Ithougj;^ total expenditures did not exceed the grant award, 
- there were' many ^ var iations in specific cost categories. Most 
yari-ationsL .Occurred in the cost categories for salaries, ' 
equipment, or supplies. In "several cases, the variations 
betwi?en actual costs and grant award were relatively minor ; 
. however, in a. a few inistances costs varied more' than 50 per- 
cent fr6m the ^grant award. 

We discussed each of th4 variations with the responsible 
grants officers. They acknowledged that the costs reported 
had not^ been questioned -because in each instance, the' varia- 
tions were permissable under the rebudgeting authority granted 
to the University, and there was no basis ' for d isapproving 
' the reported costs. ^ ' ^ ^ . - \ 

.The only instance we found wher^ actual costs were ques- 
tioned by the granting agency was §n expenditure of $1,305 for^ 
foreign travel whereas tlfe grant award showed that only^I,000 
had been approved iay NIH^. NIH approved the expenditure after 
^reviewing additional information supplied by the principal 
♦investigator indicating that the trip included in the budget 
had cost ^ore than anticipated,. The NIHvgrants officer said 
that ;:he foreign travel was questioned because each trip 
must be approved by NIH. She said that additional cost f(5r 
an approved trip would usually.be allowed. 

Office x>f Management and Budget Circular A-110 calls 
for . eliminating the submission of grant expenditure' reports 
now required by NIH. ^NIH officials said that undir these 
guidelines, grantees -i^buld submit an annual report showing 
only the total- a'moi3rrt. expended. The report' would not. identify 
the various expense categories in which funds were spent. 'Ac- 
cording to NIH officials, this change would eliminate' the 
controls that grants officers nowhave for monitor ing '^raat 
expenditures. They said that if grantees are not requested 
;to submit expenditure reports, grants officers will have to / 
rely totally on audits to monitor grant expenses. They be- 
. lieved that this would eliminate an important tool for grant / r 
management. We were informed that NIH has appealed the ./ ^ 

^ Office of Management and Budget requirements. 

One of the principal investigators included in our re- 
view had received several grants from both NIH and NSF, some 
of which appeared to involve related ^ research activities. 
We -spoke with officials and reviewed documentation in grant 
^files at NSF and at the National Institute of Environmental 
Health Sciences, a component of NIH, to determine the .relatioi 
sjiip of the seve ^l p rojects and whether activities had been 
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coordiribted between the, two agencies. The grant files showed 
that the projects had been coordinated by the two agencies. 
Also officials from both agencies said that they were each 
aware of* the closte relationship of the several- grants awarded. 
Tliey said that the principal . investigator ' s research activities 
were initiated' under, the" NSF Research Applied to National Needs 
research program. As hia.work became more specifically related 
to environmental health sciences, funding had been as'sumed by 
•the National Institute of Environmental Health Sciences. They 
acknowledged that several of the grants have similar titles " 
only because the research work is related to the same general / 
issue and that each grant relates to specific projects within 
that issue area. - ' " - ^ • 



